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TERMS OF REFERENCE 


The purpose of this Position Paper is to present a Tentative Natural 
Resource Revenue Plan for Alberta,as it relates to crude oil, for the 
consideration of Members of the Legislative Assembly, the public of 


Alberta and the petroleum industry. 


The basic nature of the Plan is a proposed mineral tax assessment on 
remaining recoverable crude oil reserves at fair actual value with no 
change in the existing royalty structure. It also includes an 
Exploratory Drilling Incentive System to help stimulate exploratory 
drilling in Alberta with the objective of developing new crude oil 
reserves and also spurring economic activity within the province. 
Changes in land tenure regulations are also being proposed to help 


stimulate exploratory drilling. 


The Tentative Plan is initially directed towards crude oil reserves. 

A plan for natural gas reserves will not be established until after the 
Energy Resources Conservation Board's current hearing on natural gas 
pricing has been completed and the Government has had a reasonable 
opportunity to consider the various recommendations. The target date 


for establishing a plan for natural gas reserves is the fall of 1972. 


This Position Paper includes relevant background information relating 
to the current position of the Alberta petroleum industry; applicable 
Federal Government policies; and description of policies established 


by the previous Alberta government. 
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The Position Paper excludes any reference to : 


(a) Oil Sands Development Policy and royalty rates, which will 
be the subject of a separate and subsequent Government 
Position Paper after completion of a Government assessment 


which is currently underway. 


(b) Revision in coal royalties or other minerals, which will be 


considered separately. 


Thesternmp"erudesoliy in thispeosition Paper refers to crude 
oil and field condensate and the term "natural gas" includes natural 


gas and its co- and by-products. 
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Te BASIC FEATURES OF TENTATIVE PLAN 


ae To realize increased tax revenues in the order of 50 to 
90 million dollars fram the rights to crude oil during 


1973 under the Mineral Taxation Act. 


2. For comparison purposes a general royalty rate increase 
from the current average of about 15 percent to a range 
between 19 to 23 percent would produce relatively similar 
revenues. This could be the equivalent of increasing the 


current average royalty by up to one-half. 


3 The Tentative Plan is to introduce legislation providing for 
a tax on the assessed value of the right to all minerals in 
all of the land in the Province of Alberta, including the 
lessee's interests in Crown land. The proposed amendments 
to the Mineral Taxation Act will authorize the Lieutenant 
Govermor by Order in Council to exempt any mineral in any 


land from assessment. 


The intention is to initially assess and tax the right to 
crude oil in the land in Alberta, i.e. a tax on value - 


both under Crown and freehold interests. 


The Govemment recognizes that there is an essential 


difference between proven reserves and undeveloped acreage 
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and it is proposed that this difference can be accommodated 


by exemption provisions. 


The necessary amendments to the Mineral Taxation Act are 


intended to take effect on January lst, 1973. 


The assessments will be based m@m the fair actual value. 


It is proposed that the existing royalty arrangements be 
honoured in their present form without alteration and hence, 
the liability for tax under the Mineral Taxation Act 


amendments would be in addition to current royalty payments. 


While the existing maximm royalty provisions in outstanding 
leases will not be repudiated, all new Crown leases and 
renewals thereof will be issued without maximum royalty 


limitations. 


A five-year Exploratory Drilling Incentive System will be 


proposed having the following features : 


(a) For each new crude oil discovery well drilled in Alberta, 
and an initial group of step out wells, an exemption 
effective May 1, 1972 from royalty payments to the 
Crown, and in addition, an exemption effective January 
lst, 1973, from the assessment on the right to crude 


oil. 
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Termination of the Exploratory Drilling Incentive 
system on December 3lst, 1977 (in other words, a 
discovery on January lst of 1975 would only be able 


to benefit for a three-year period). 
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SUMMARY EXPLANATION OF PRIME REASONS FOR THE TENTATIVE PLAN 


The Plan is within the constitutional jurisdiction of a 


provincial goverment. 


The Plan does not impose a new tax but builds upon the 


existing tax concept, i.e. the Mineral Taxation Act. 


The Plan honours the maximum royalty provisions of 16 2/3% 
imposed by the previous Alberta Government and which involve 
the leases relating to about 75% of estimated 1973 Alberta 


production. 


The Plan recognizes that all existing leases contain 
provisicms contemplating new or increased provincial 


taxes not in force at the time the lease was executed. 


Royalty is a share resulting from ownership whereas 
taxation is a prerogative of government. Royalty is not 


a tax. 


The Plan enables the Provincial Goverment to adtain for 
the citizens of the Province a fair and reasmable retum 


from the recovery of this depleting resource. 


The Plan contains an Exploratory Drilling Incentive System 


designed to attempt to reverse the recent decline in 
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discovery of crude oil reserves and the shift of exploratory 
drilling activity from the Province by providing substantial 
rewards to the "wildcat enterpriser", who is prepared to 
take risks in Alberta with the conviction that there are 
still very significant crude oil discoveries yet to be made 


in this Province. 


The Plan appears more feasible than any other altematives 


examined to date (see Section VII(iii) of this Position Paper). 


The Plan appears to meet most adequately the abjectives of 
a new Natural Resource Revenue Plan for Alberta for crude 


oil as set forth in Sectim VIT(i) of this Position Paper. 


The Plan also meets the various criteria established for the 
administration of a new plan, as set forth in Sectio VII(ii) 


of this Position Paper. 
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PURPOSE OF RECEIVING SUBMISSICNS 


Concurrent with the tabling of this Positimm Paper in the Alberta 
legislature, the Govemment intends to propose a Motion to the 
Assembly that the Assembly adjourn for several days in May to allow 
the Standing Committee on Public Affairs, Agriculture and Education 
(which consists of all Members of the Legislative Assembly, except 
the Speaker) to receive written submissions from the petroleum 
industry and from public organizations and groups throughout 


the province. 


The purpose of holding such a Public Hearing by a Iegislative 
Committee is because the Government is not firmly conmitted to the 
Tentative Plan and is prepared to make adjustments and changes if, 
after considering submissions, it appears in the public interest 

to do so. The Government also believes that, even though there is 
no legal obligation to do so, the matter is of such significance 
that the petroleum industryand public organizations and groups 
generally should have an opportunity - to the extent practical - 
to respond to this Tentative Plan before a firm Covermment position 


has been established. 


By such action, the Government does not intend in any way to 
abdicate its responsibilities to make a decision and after adequate 
consideration has been given the submissions, the Government intends 
to make a decision om or about July 30th, 1972 in accordance with 


the mandate it recently received. 
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The Government does not intend to propose the terms of reference 
for the submissions and leaves this matter to the Standing 


Cammittee of the Legislature to determine. 
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RELEVANT BACKGROUND INFORMATION ABOUT THE ALBERTA PETROLEUM INDUSTRY 


This section deals with the present position of the petroleum industry 
in Alberta, and petroleum policies of the previous Alberta Govemment. 
This background information is essential for a proper understanding 
of the Tentative Natural Resource Revenue Plan for crude oil and the 
Exploratory Drilling Incentive System discussed in Secticms VII and 


VIII respectively. 


The following discussion deals briefly with Alberta production, 
reserves, drilling and other exploratory activity, govermment revenues 
and markets for Alberta crude oil. The discussim of petroleum 
policies of the previous Alberta Government deals with royalties, 
land tenure and prorating. Appendix A provides additional 


Stacistical data. 


A. Present Position of the Industry in Alberta 


Alberta is the major crude oil producing province, accounting for 
about 75 percent of total Ganadian crude oil and field caomdensate 
production. In 1971, Alberta conventional crude oil and 

field condensate production amounted to 356 million barrels, 


valued at just over me billimom dollars. (Appendix A - Table 1) 


During both 1970 and 1971, annual crude oil production exceeded 
annual net additions to crude oil reserves. As a result, for the 
first time since the 1947 Leduc discovery, remaining proved 


recoverable conventional crude oil reserves declined during this 
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two-year period. (Appendix A - Table 2). 


Notwithstanding the fact that crude oil production exceeded crude 
oil reserve additions during 1970 and 1971, the potential for 
further discoveries seems to be substantial. The Energy Resources 
Conservation Board has estimated ultimate initial crude oil 
reserves in Alberta at about 20 billion barrels, of which about 
11 billion barrels, or roughly 50 percent, have already been 
discovered. ») 
Despite the obvious need for increased crude oil discoveries in 
Alberta, overall exploratory activity of me type or another has 
either stabilized or decreased in Alberta, and has shifted to an 
increasing degree to other areas in Canada. For example, the number 
of exploratory wells drilled in the Province has stabilized at 

about 975 wells annually and exploratory footage drilled has dropped 


by about 12 percent over the past 3 or 4 askveeo- (Tables 3 and 4). 


During this same period there has been an increasing shift of 
exploratory activity away fram Alberta to the 'frontier areas' 
(Northwest Territories, Yukon Territory, Arctic and East 


Coast offshore). In 1971 these frontier areas accounted 


1) OGCB Report 71-18 Reserves of Crude Oil, Gas, Natural 
Gas Liquids and Sulphur, Province of Alberta, 
December 31, 1970 


2) Based cn Canadian Petroleum Association data 
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for about 6 percent of total exploratory wells drilled in 
Canada, 17 percent of new field wildcat wells drilled, and 
10 percent of total exploratory footage drilled. Of 
particular significance for Alberta is the substantial drop 
in the number of new field wildcat wells drilled in Alberta 
in recent years, from 421 in 1969 to only 256 in 1971. Also, 
Alberta's share of total Canadian net cash exploratory 
expenditures dropped from a 1966 peak of 74 percent to 54 


percent in 1970. (Tables 5 and 6) 


The significant drop in exploration expenditures in Alberta 

was discussed in the 1972 Energy Resources Conservation Board 
Report dealing with an applicatio for a discovery allowable. =) 
According to this Report (1) total annual expenditures for 
geological and geophysical exploratory drilling decreased from 
a level of about $175 millim in the 1967 to 1969 period to 
$140 million in 1971, and (2) amnual expenditures for rights 


to Crown lands decreased from a level of over S100 millim 


in the 1965 to 1969 period to only $25 millim in 1971. 


3) ERCB Report 72-B-0G "Report and Decision cn the Applicatim 


of the Independent Petroleum Association of Canada for a 
Discovery Allowable" 
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A further significant indication of the shift of exploratory 
activity away from Alberta is shown by historical survey 

crew activity. Seismic survey crew months in Alberta declined 
from a peak of 628 in 1967 to 347 in 1970, and estimated 


310 in 1971.2) 


During this same period, seismic activity 

in other parts of Canada remained relatively constant, 

averaging 348 crew months. Beginning in 1970, more seismic 
survey crew activity occurred outside Alberta than in Alberta. 
Other survey crew activity (geological, gravity, magnetometer, 
and core drilling) has been much more significant in other areas 


of Canada and, in recent years has been increasing more 


rapidly in these areas than in Alberta. (see Table 7) 


Thirty oil companies accounted for about 95 percent of total 
crude oil royalties paid to the Province of Alberta in 1970, 
about 50 percent of net acreage holdings in the Province, and 
about 40 percent of total Canadian holdings outside Alberta. The 
combined acreage holdings of these 30 companies elsewhere in 
Canada are about 10 times greater than their holdings in the 


Province. 


Despite their large land holdings in Alberta, these 30 companies 
only drilled about 500 wells in Alberta in 1970, or less than 
28 percent of total wells drilled in the Province. It would 
appear that these same companies drilled about 330 wells in 


other areas of Canada in 1970. 


The recent ERCB Report dealing with an application for a 
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discovery allowable”) 


contained statistics showing a 
substantial upward trend in the number of exploratory wells 
drilled by "minor" operators”) and a significant decline 
in exploratory wells drilled by "major" operators” in 


recent years. 


As shown in the following graph reproduced fran page 39 of 
ERCB Report 72-B-0G, the number of exploratory wells drilled 
by minor operators increased fran some 370 wells in 1962 

to 900 in recent years. The number drilled by major operators 
increased from just over 100 in 1962 to some 250 in the 


1965-68 period - declining thereafter to a 1971 level of 75. 


Alberta Government revenues derived from the petroleum industry 
come from three principal sources : (1) cash bmuses received 
fran oil companies for the rights to explore for and develop 
crude oil and natural gas on lands on which the Crown holds 

the mineral rights, (2) rentals received fram Crown lands 
held by oil companies under permits, leases and reservations, 
CORTE tax on freehold minerals) and, (3) royalties 
received from the sale of crude oil, natural gas and products 
produced from reserves on which the Crown owns the mineral 
rights. During the past 5 years, royalties have represented 


the most important single source of revenues received by the 


4) The Board arbitrarily selected as the "major" category 


ten of the larger operators in the Province who are associated 


with integrated intermational companies, while all other 
companies, totaling over 200, were classified as the "minor" 


category. 
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FIGURE IV - 8 — EXPLORATORY WELLS DRILLED BY OPERATOR CLASSIFICATION 


ENERGY RESOURCES CONSERVATION BOARD 
CALGARY, ALSERTA 
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Alberta Covermment fram the petroleum industry, as illustrated 


by the following tabulation for the 1971 calendar year. (Table 8) 


Relative 
source of Revenue Revenue Received Importance 
Royalties S Lov, 72), 046.00 64.4 % 
Rentals 68,844,005.00 26.4 
Crown Reserve Sales 23,921, 005-00 92 

S 260,486 ,936.00 100.0 3% 


Revenues received from crown reserve sales have decreased 
Significantly during the past two years, from previous levels 
averaging just over $100 millim per year for the period 
1965 to 1969 inclusive to just under $25 million per year 


fom 1970 rand loi. 


Because of the great importance of royalty revenues, the 
outlook for both wellhead prices and rates of production of 
Alberta crude oil are of significance. At current U.S./Canadian 
dollar exchange levels, Canadian crude oil may be underpriced, 
in comparison with U.S. crude oil production, in various U.S. 
markets up to 50¢ per barrel. The majority of these markets 
should be able to absorb an Alberta wellhead price increase 


or 15¢ to 25° per barrel, 


At present, shipments of Alberta crude oil to the United 


States make up about 5 percent of total U.S. crude oil 
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requirements. A further 18 percent of U.S. present require- 
ments come from imports from other countries. The delivered 
costs of these other sources, although lower than U.S. produced 
crude oil, are expected to increase. This will exert 

upward pressure on prices of crude oil produced in the United 
States. Any such increases should result in similar Canadian 
crude oil price increases, over and above any redressing of 


the present imbalance referred to above. 


Alberta industry should be able to meet the anticipated 
domestic and export demand for crude oil expected for same 
years, assuming necessary gathering line and pipe line 
capacities are available to handle these volunes. 

The following tabulation indicates the possible order of 
magnitude of crude oil and field condensate production 


(in thousands of barrels per day) as derived fran ERCB 


eee ee" x 
Actual 
197 1: LOZ 1973 1974 1975 1976 
975 1124 1287 1425 1444 1533 


5) ERCB Report 71-F-0G "In the Matter of an Application 
of Atlantic Richfield Canada Ltd.; Canada-Cities 


Service, Ltd.; Gulf O11 Canada Limited; and Imperial 
Oil Limited Under Part 8 of the Oil and Gas Cmservation 
Pe Nea ea <> 
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Previous Alberta Government Poli 

Major Alberta Government policies regarding the petroleum 
industry deal with royalties, land tenure and prorating. 

Some limitations in the leases entered by the previous 
Alberta Government have seriously restricted the altematives 


available to the present Government. 


In order to place the alternatives open to the present 
Government in proper perspective, it is important to briefly 
review the historical development of royalties, land tenure 


and prorating. 


1; Royalties 


In 1949 a provision was incorporated into the 

Mines and Minerals Act prescribing a 

maximum royalty on petroleum production of oe- 

sixth for the first 2l-year term of the lease. No 
maximum royalty was set for natural gas. Of the 
15,285,409 acres held under 21-year leases, only 

some 42,800 acres are no lmger subject to any maximum 
royalty. The present situation is that as leases come 
to the end of the first term of 21 years, one section 
of land for each producing well may be continued 
under a new 10-year lease but the new lease 


has no maximum royalty provision. Particulars 
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regarding 21-year leases by years of expiry, number 


of leases and acreage involved appear in Appendix B. 


New 10-year leases issued since June 1, 1962 (excepting 
those issued in continuation of producing portions of 
21-year leases) amounting to 23,523,845 acres are also 
subject to a maximum royalty on petroleum and natural 


gas of one-sixth. a 


The 10-year leases that are not subject to any maximum 
royalty m petroleum and natural gas comprise 926,097 
acres. Appendix B shows the particulars concerning 

the year of expiry of the other 10-year leases. The 
maximum royalty then ceases with respect to any portion 


6) 


of the lease held for continued production. 


The current royalty rates nn petroleum and natural gas 
produced from Crown minerals came into force on April 
1, 1962 and continue in force for a period of 10 years 
and thereafter until changed by the Lieutenant Govemor 


aArreaCoune 1s 


See also "Review of Royalty Provisions Applicable 
to Leases of Petroleum and Natural Gas Owned by Crown 
in Right of Alberta", prepared by the Department of 
Mines and Minerals, April 1972. 


- 19 - 


7) 


8) 


The royalty m™ crude oi” produced in a month 


by a well is calculated under the current royalty 


8) 


schedule "A", according to the following: 


Monthly Production 


in Barrels Crown Royalty for the Month in Barrels 
0 to 750 8 percent of the number of barrels 
produced 
750; tor2, 700 60 plus 20 percent of the number 


of barrels produced in excess of 750 


2,700 and over 16 2/3 percent of the number of 
barrels produced. 


More than 75 percent of estimated 1973 crude oil 
production would be subject to the maximm royalty of 

16 2/3 percent and the remainder of the production comes 
from wells paying fram 8 percent to 16 2/3 percent. For 
the year 1970 the average rate was 15.1 percent of the 


crude oil produced at the wellhead. 


The royalty with respect to natural gas is 16 2/3 percent 
of the selling price or fair value at the time and place 
of production. In only a few instances does the sale 

of natural gas occur at the wellhead. In all other 
instances, the natural gas must be treated or processed 
to remove water vapour, liquid hydrocarbons, carbo 
dioxide or hydrogen sulphide. 


The royalty with respect to liquid hydrocarbons, sulphur 
and other products obtained by processing natural gas is 

16 2/3 percent. Costs involved in gathering and processing 
natural gas are deductible when computing the royalty 

on the marketable gas and recoverable products. 


There is also a current schedule "B" covering unitized 

and other large area operations of 8 percent on 0 - 625 
barrels, 20 percent on 625 - 2250 barrels, and 16 2/3 percent 
above 2250 barrels also averages out to 16 2/3 percent for 
the first 2250 barrels and above. 
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On April 17th, 1972 Premier Lougheed made a statement 

in the Legislature regarding maximum royalty limitations 
placed mm crude oil productim which had been established 
by the previous Alberta Government. A copy of this 


statement is shown in Appendix C. 


Because of maximum royalty provisions on crude oil 
contained in these agreements entered into by the previous 
Alberta Government, the present Goverment would have to 
repudiate the existing lease contracts between the Crown 
(lessor) and the lessees if higher royalties are to be 
used to provide Albertans with a fair and equitable share 
of revenues from crude oil production. The effects of 
these lease provisions are discussed more fully under a 
later section dealing with the Natural Resource Revenue 


Plan. 


Land Tenure 


The minerals contained in 81 percent of the area of 
Alberta are owned by the Province. Approximately 10 
percent of the land is held under freehold mineral title 
and the remaining 9 percent is in National Parks and 


Indian Reserves held by the Federal Government. 


At December 31, 1971, 34,712 reservations, permits and 


leases of Crown petroleum and natural gas were in 


existence, comprising 72,284,962 acres. When a 
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reservation, permit or lease is surrendered or is 
cancelled for any default, the acreage does not became 
available to the general public until the rights are 
posted to be granted to the person making the highest 
cash offer. Some seven million acres are surrendered 


or cancelled each year. 


Regulations for the establishment of Crown reserves 
came into effect in 1947 requiring the creation of Crown 
reserve acreage equivalent to the acreage under lease 
in each township. This procedure still prevails in the 
Province with one exception. In 1962 the requirement 
for Crown reserves was discontinued in a portion of 

the Province known as "Block A" (extending from town- 
ship 1 to 64 and lying between the 4th meridian and the 
5th meridian). This Block was the early explored area 
of Alberta and by 1962 it seemed to have been explored 
to the degree that the discovery of an extensive oil 


field would be improbable. 


In order to generate additional exploratory drilling on 
10-year leases, an amendment to the Mines and Minerals 
Act is proposed at the first Session in 1972. The 
amendment will pemmit the Minister of Mines and Minerals 
at the end of the fifth year of any lease on which a 
well has not been drilled, to give notice to the lessee 
to commence the drilling of a well within one year. In 


the instance of a small lease, the lessee may group other 
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lease acreage ‘for the drilling of thewwell, “Up to six 
sections may be included in a group for a well to be 
drilled to a depth not exceeding 3,000 feet, eight 
sections if the intended depth of the well would range 
from 3,000 feet to 6,000 feet and twelve sections may 
be grouped where the intended depth would exceed 6,000 


feet. 


In the event that a lessee is unable to drill as required 
by the notice, he may obtain extensions for commencement 
of drilling from year to year until the end of the tenth 
year of the lease upon payment, in addition to the annual 
rental of $1.00 an acre, a penalty of $1.00 an acre for 
the first year of the extension, $3.00 an acre for the 
second, $5.00 an acre for the third and $9.00 an acre for 
the fourth and final year. Whenever the lessee fails to 
drill or pay the penalty, his lease will be cancelled thus 
pemmitting the acreage to again be made available for 


disposition by tender to the general public. 


Appendix D includes more specific details about the 
various types of land tenure, specifically reservations, 


permits, leases and Crown reserves. 


Prorating 


The Plan for prorating crude oil production to market 
demand was instituted by the Oil and Gas (now Energy 


Resources) Comservation Board under the provisicms of the 
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Oil and Gas Conservatio Act in 1950. The plan has 
been modified fram time to time over the years with 
Significant changes being introduced over the four year 


transition period terminating May lst, 1969. 


Under the current prorating plan, producing wells in a 
pool are allocated a share of the total market demand 

for crude oil based upon the recoverable reserves of 

crude oil attributable to them. If the share so allocated 
is less than a prescribed "Minimum Allowance", which is 
scaled on depth, the well is allowed to produce and market 
the Minimum Allowance. Production penalties are applied 
for excessive gas oil and water oil ratios. Enhanced 
recovery operations are encouraged through the direct 


recognition of recoverable reserves in the allowable. 


The "Discovery Allowable", as proposed in September 1971 
by the Independent Petroleum Association of Canada (IPAC), 
was intended to be included in and to modify the existing 
prorating plan. IPAC proposed a higher allowable for new 
pool discoveries made since May 1, 1969, and subsequent 
development wells, to ensure an accelerated payout om 
drilling costs. ‘The discovery allowable proposed would 
increase with producing depth. IPAC stated the incentive 
provided by the possibility of additional cash-flow would 
make economically attractive the development of pools which 
have lain dormant after discovery. IPAC also stated that 


implementation of its scheme would increase exploraticn 
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because of the incentive provided by a faster payout 


and thus, help to find more reserves. 


An Energy Resources Conservation Board hearing regarding 
IPAC's application was held November 30th and December 
Ist, 1971. The Board's decision was announced on April 
14th, 1972. The Board agreed that further incentives 
were needed to stimulate exploration and development, 
especially for low reserve per acre pools. It did not 
accept the specific IPAC proposal, finding the suggested 
rates excessive on conservation and other grounds. 
Instead, it adopted a new "Incentive Allowable" for all 
low reserve per acre pools and increased the Minimum 
Allowance by 50 percent for shallow wells, reducing to 
30 percent for deep wells. The Board stated that the 
incentives it believed proper to provide within the 
prorating plan would help stimulate exploration and 
development but it indicated that further exploratory 
incentives should also be considered. The Government 


agrees that further exploratory incentives are desirable. 
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Wale FEDERAL GOVERNMENT POLICIES AFFECTING THE ALBERTA PETROLEUM INDUSTRY 


A number of Federal Government policies Cirectly or indirectly affect 
the Alberta petroleum industry, i.e. federal government policies 
conceming exploratory activity; overall investment climate for foreign 
and domestic capital; and trade negotiations between the U.S. and 
Canada which affect the timing of and level of markets for Canadian 
hydrocarbons, which in tur affect Alberta Government revenues. 

Certain policies are shown in some detail in Appendix E, including 
Federal Income Tax Reform (Bill C-259); the National Energy Board 

(NEB) eS November 1971; and Canada/Alberta consultation on 


matters relating to energy trade. 


Existing and proposed Federal Government Policies were considered by 
the Alberta Goverment during its review of crude oil policies in 


the Province. 


2 Federal Jurisdiction in Northwest Territories - Arctic 


Petroleum and natural gas acreage holdings under Federal 
Government jurisdiction total about 843 million acres or 
84 percent of total Canadian holdings. By comparison, 


holdings in Alberta total about 80 million acres. 9) 


In May 1970 the Federal Government revoked a 1961 Order 
goveming 'frontier' area oil leasing that had provided the 


operator with the right to convert to lease 100 percent of 


9) Canadian Petroleum Association 1970 Statistical Year Book 
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any given frontier-area pemmit. The effect of the May 1970 
Order was to reduce the allowable lease portion to 50 percent 


of any permit area. 


Changes in Federal Government Oil and Gas Land Regulations 
are anticipated which might affect the Alberta petroleum 


industry. 


Tax Measures Regarding the Petroleum Industry 


In late 1971 Canadian Tax Reform Bill C-259 was passed into 
law, effective January 1, 1972. Major changes affecting the 
petroleum industry include : (i) replacement of the present 
33 1/3 percent depletion allowance by an "earned depletion" 
concept; (11) repeal of shareholder depletion allowance; 

(111) implementation of a transitional period after which 
proceeds from sale of mineral rights will be fully taxable; 

and (iv) restrictions on eligible deductions available to 
taxpayers, who are unable to meet the principal business test, 
to only limited annual write-off of exploration and development 
expenses. The full impact of these and other new tax provisions 
(including the capital gains tax) on new investment may not 

be known for many years. The comments included above, and 

in Appendix E, concerning tax reform are intended to serve 

as an overview rather than as a precise description of 


individual sections of the new Federal Act. 
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The National Energy Board Decision of November 1971 


Although natural gas per se is not a subject of this Position 


Paper, any Federal Government actions affecting the gas 


producing industry will have direct effects on crude oil 


exploration and development in Alberta. 


The November 19, 1971 NEB Decision to deny three export 


applications relating to about 2.7 trillion cubic feet of gas, 


has a number of serious implications for Alberta, including : 


(a) 


(b) 


(c) 


be) 


immediate loss of substantial revenue to the Alberta 
Government, amounting to $4 million per year over the 


permit periods; 


downward pressure on prices to be paid for Alberta's 
gas resources through creation of essentially a monopoly 
gas purchasing situation concerning gas exported from 


the Province; 


deterrent to exploration for natural gas and crude oil 


which has regional implications in Alberta; 


reduced economic activity in Alberta in general; and 


creating an artificial demand for Alberta gas elsewhere 
in Canada which, because of the formula applied in order 
to protect Canadian requirements, reduces or eliminates 


surplus available for export. 
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The NEB Phase II Decisia relating to TransCanada Pipe Lines 
Limited's rate application, and possible invocation of Section 11 A 
of the NEB Regulations, relating to the border price of gas 

charged to export customers, may have important implications for 


Alberta. 


Canada/Alberta Consultation 


The Alberta Goverment feels strongly that it should participate 
in formulation of Canadian energy policies, and should be 
involved in all negotiations between the U.S. and Canada regard- 
ing petroleum and natural gas resources, in order that undesirable 
Situations such as the so-called 1967 'Secret Agreement' between 
the Canadian Federal Government and the U.S. Government can be 


avoided. 


Since assuming office some six months ago, the present Alberta 
Government has made considerable progress in establishing the 
need for greater Alberta/Canada consultation on energy matters 
and will continue to press for Federal Government policies 

which are in the interest of both Alberta and Canada. (Appendix 
F includes copies of a recent exchange of correspondence between 
Federal Energy, Mines and Resources Minister - Donald S. Macdonald 
and Premier Lougheed and Minister of Federal and Intergovernmental 


Affairs - Donald R. Getty. ) 
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VEL. 


PROPOSED TENTATIVE NATURAL RESOURCE REVENUE PLAN 
It has been well understood and accepted that the regulations 
respecting royalties on crude oil which were last established in 


1962 would be reviewed by the Provincial Government ten years later. 


Since assuming office in September 1971, the Government of Alberta 
has assessed the market prospects for Alberta crude oil production 
and also has extensively reviewed the implications of the various 
conditions, both existing and contemplated, of the petroleum 
industry in the Province of Alberta as outlined in Section V of this 


Position Paper. 


The following details of the proposed Natural Resource Revenue Plan 
for crude oil is preceded by a brief description of the objectives 
which should be met in developing such a Plan; specific criteria 
considered for purposes of screening various alternatives; and 


identification of specific alternatives which were considered. 


An integral part of the proposed Natural Resource Revenue Plan is an 
Exploratory Drilling Incentive System designed to stimulate drilling 
in Alberta. Such a System (which is outlined in Section VIII of 
this Position Paper) has two broad objectives : (1) to discover 
additional crude oil and gas reserves within Alberta, and (2) to 
stimulate the economy in the rural areas of Alberta where most of 


this exploratory drilling activity will take place. 
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(i) 


Basic Objectives 


In establishing a Proposed Natural Resource Revenue Plan, it 


is the considered view of the Government of Alberta that the 


following basic objectives should be met : 


The total revenues accruing to the Government of Alberta 
from crude oil and natural gas rights and production 
should provide a fair and reasonable return to the 
citizens of Alberta who are the owners of most of 


these depleting and non-recurring resources. 


These total revenues should include some increased tax 
return to the citizens of Alberta from the rights to crude 
oil in acreage that are owned by others than the Crown. 
(About 15 per cent of crude oil production, 25 per cent of 
natural gas production, and 20 per cent of natural gas 


by-product production come from freehold acreage.) 


The basis for and magnitude of these revenues to the 
Alberta Government should be fair and equitable to the 
holders of rights to, and the producers of crude oil and 
natural gas having regard to (a) their prior investments, 
(b) the substantial and unique risks inherent in the 
industry, and (c) current and projected profitability of 


their lessee interests. 


The nature and substance of the proposed revisions in 


royalty and/or other forms of payments to the Alberta 
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(5) 


Government by the petroleum industry should be 
sufficient, subject to major changes in circumstances, 
to assure that further significant adjustments would 
not be required for a period of years: This will 
assure investors a reasonable stability of lease terms 


and conditions. 


The exploratory drilling for new petroleum reserves in 
Alberta should be encouraged in order to stimulate 
economic activity, particularly in rural areas of the 
Province where increased oilwell drilling should have a 
Significant impact in terms of both direct employment 


and needs for associated services and supplies. 


The Natural Resource Revenue Plan should help to pave 
the way for supplementary policies which will create 
specific incentives to increase the degree of Canadian, 
and particularly Albertan, equity participation in 


natural resource development in Alberta. 


The aggregate effect of these policies under the Natural 
Resource Revenue Plan should be consistent with appropriate 


resource conservation and environmental control practices. 


Specific Criteria Established for Screening Possible Alternative 
Revenue Plans. 


The Government of Alberta has established the following specific 
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criteria (over and above the basic objectives referred to 


above) which it feels should be met by any revised or new 


approach designed to increase Government revenues from 


development of Alberta reserves of crude oil and natural das: 


(1) 


The Plan must be within the constitutional jurisdiction 


of the Provincial Government. 


The constitutional basis of the taxing power in Canada 
was established in 1867 under the British North America 
Act. It restricted the provinces to "direct taxation 
within the province" and granted unrestricted power to 
the Federal Government to raise funds "by any mode or 


system of taxation". 


A direct tax is one which is demanded from the very 
persons who it is intended or desired should pay it, 
for example, a "business tax". Conversely, indirect 
taxes, which are beyond the province's power, are those 
which are demanded from one person in the expectation 
and intention that he shall indemify himself at the 
expense of another, for example, "a tax on gross 


revenue". 


The royalty provisions in existing contracts or lease 
agreements between the Government and the petroleum 
industry should not be unilaterally repudiated by the 


Government . 
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As indicated earlier in this Position Paper, the 
majority of the existing petroleum and natural gas 
leases issued in the earlier period by the previous 
Alberta Government contained a provision that the 
maximum royalty chargeable by the lessor (i.e. the 
Alberta Government) is 16 2/3% of the gross revenue. 
It is the view of the present Alberta Government that, 
despite the merit or otherwise of the previous 
Government's action in establishing a stipulated 
maximum royalty rate, it would be undesirable for a new 
Government to unilaterally override these maximum 


royalty limitations. 


The Plan should provide part of the incremental revenues 
required by the Government to stimulate substantial 
diversification of the Alberta economy over the next 


10 to 15 years. 


The Government is aware that, as the conventional crude 
oil industry reaches maturity in Alberta, economic 
growth of the Province may tend to level off unless new 
and imaginative programs are initiated soon to diversify 
the Alberta economy along logical courses. 
Diversification of a significant nature will be difficult 
for a number of reasons, not the least of which are our 
relatively 'thin' consumer markets and transportation 


hurdles which affect the cost of inbound material and 
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outbound products. It is the position of the Government 
that, in the Alberta public interest, significant 
expanded sources of Government revenues must begin to 
flow into the provincial treasury now in order to 

provide part of the funds for new programs specifically 
designed for such diversification - including the Alberta 
Opportunity Fund - to help finance industry for Albertans. 
Clearly, revenues from a depleting natural resource are 


an appropriate source of such funds. 


(4) The Plan should be administratively practical to apply. 


Alternative Revenue Plans Considered 


A number of alternative revenue plans were considered in 


some detail. These alternatives included : 


(1) increasing existing royalty rates notwithstanding the 


existing contractual maximum of 16 2/33; 


(2) increasing royalty rates above 16 2/3% on producing 
leases, lease by lease, as their respective primary 


lease terms expire; 


(3) a net profit tax; and, 


(4) stipulating an increased wellhead price on the Crown 
share of crude oil production upon which royalty 


revenues would be calculated. 
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The Government considered alternatives other than these 


four, many of which were not within the constitutional 


jurisdiction of a Provincial Government. 


The factors affecting the above alternatives were: 


Across the Board Increase in Royalty Rates Above 16 2/3 
Per sCenc, 


Despite the legal right to do so, the Government does 
not wish to unilaterally repudiate existing contracts 
with lessees and therefore this alternative is not 
proposed. The implications of unilaterally repudiating 
such contracts by a Provincial Government would have 
repercussions on its financial standing far beyond the 


issue of natural resource revenue. 


Increasing Royalty Rates as Primary Lease Terms Expire 
The amount of Crown royalty is fixed by contract in the 
vast majority of the Crown leases. However, it is fixed 
only for the primary terms of the lease. The term in 
some cases is 21 years and in some cases 10 years, and is 
thereafter extended indefinitely by production. Since 
the royalty is fixed by contract only during the primary 
term, there is no reason why the royalty to be paid after 
the primary term expired could not be increased. By 1980, 
80 per cent of leases will not have any fixed maximum 
royalty rate; 85 per cent by 1985. (Appendix B shows 


the leases presently in existence - how many are under 
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21 and 10-year terms, respectively, and the amount for 
which the term will be expired year by year assuming the 


lease remains in good standing by reason of production.) 


This alternative is not proposed primarily because it would 
be discriminatory. Lessees with leases expiring in the 
near future would pay much higher royalties than lessees 
with leases expiring at a later date. In other words, 
those producers who came first and risked their investment 
would be penalized during the high production years as 
compared to the latecomers to Alberta. Furthermore, any 
reasonable royalty increase imposed as the primary terms 

of the leases expired would not generate the desired 


fair return to the people of Alberta. 


A ‘Net Profits Tax 

The administrative burden associated with such a tax, 
both for the Government and taxpayers, would be 
substantial. There are nearly 17,000 producing wells 
in the Province, having production rates which may vary 
from month to month under the proration system. 
Individual operators have different systems for 
determining costs and for allocating them among wells, 
among oil production and other operations, and among 
provinces. A net profits tax would also be an entirely 
new form of tax unlike the Tentative Plan which would 


build on the base of the Mineral Taxa talons Act. 
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(iv) 


(4) Stipulating an Increase in the Wellhead Price on the 
ee ee CO eT Ce On cise 
Crown's Share of Production. 


The Government takes its royalty in kind and the lessee 
has the obligation to sell the Government's share of 
production. The Government could by regulation provide 
that the amount of the Crown royalty be calculated on 
the basis of a stipulated wellhead price above the 
current price. This alternative is not proposed because 
a very significant increase in the stipulated wellhead 
price would be required to produce a fair and reasonable 
return to the people of Alberta. “in addition, it would 
leave the industry in a position of uncertainty 
concerning the possibility of periodic changes in 
wellhead prices as were specified on the Crown share of 


production. 


Nature of Proposed Tentative Natural Resource Revenue Plan 
ronvcrude sO 4 

In relation to the declared basic objectives, as well as the 
necessary criteria for a new approach, it became apparent that 
unless the Government was prepared unilaterally to repudiate 
the existing maximum royalty limitations - only a form of 


taxation would meet the basic objectives and required criteria. 


After considering the four alternatives previously outlined, 


the Government noted two important facts : 


(1) All existing petroleum and natural gas leases - including 


those with maximum royalty limitations - contained the 
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following significant provision : 
"the lessee shall pay and discharge all taxes now 


charged or hereafter charged upon the rights granted 


under the lease". 


The important point is that the leases contain a specific 
provision contemplating either new or increased taxes 


subsequent to the date of the execution of the lease. 


There is already a tax on mineral rights under the Mineral 
Taxation Act. It is, therefore, suggested that to realize 
new provincial government revenues in the order of $50 to 
$90 million in 1973, amendments will be introduced to the 
Mineral Taxation Act to assess and tax the right to crude 
oil in the land both under Crown and freehold interests. 
The tax would first be imposed for the calendar year 1973. 


The assessment would be based on its fair actual value. 


The Tentative Natural Resource Revenue Plan for crude oil, 
as referred to in this Position Paper is, therefore, the 


combination of these three ingredients : 


(a) The continuation of the existing royalty arrangements 
and schedules with the removal of the royalty ceiling 


on all future leases. 


(b) The assessment and taxation of the rights to the 


remaining recoverable crude oil reserves pursuant to 


the Mineral Taxation Act as amended during the 1972 Session; 
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(c) 


An Exploratory Drilling Incentive System to 


stimulate exploratory drilling in Alberta. 


The advantages of the Tentative Plan are as follows : 


(a) 


It is considered to be within the constitutional 


jurisdiction of a provincial government. 


It does not impose a new tax, but builds upon the base 


o£ an existing tax structure. 


It avoids any necessity unilaterally to legislate out 
of existence, contractual undertakings of the previous 
government - and it is within the specific 


provision of all leases that there may be new or 


increased taxes charged after the date of the execution 


of the lease. 


It assures that freehold interests, as well as holders 
of Crown leases, will contribute to provincial tax 


revenues on the same basis of taxation. 


It permits the basic objectives of a fair and reasonable 
return to the citizens of Alberta to be realized through 
the provincial treasury during the existing and contem- 


plated sellers' market phase of the 1970's. 
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(£) It allows the combination of the royalty payments 
and increased tax charges to be reduced by an 


Exploratory Drilling Incentive System. 


However, it should be repeated as stated in Section IV of 
this Position Paper, that the Government is not firmly 
committed to this Tentative Plan and is prepared to make 
adjustments - or even accept a completely different 
alternative - if, after considering submissions, it appears 


in the public interest to do so. 
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VIEL. 


EXPLORATORY DRILLING INCENTIVE SYSTEM 


AS part of the new Revenue Plan, the Government will introduce an 
Exploratory Drilling Incentive System designed to encourage increased 


exploratory activity in Alberta. 


AS indicated earlier, it has been estimated that only 50 percent of 
ultimate oil and gas reserves in Alberta has been discovered to date. 
In other words, the potential exists. However, crude oil exploratory 
activity has declined and many campanies with substantial land holdings 
apparently are shifting their exploratory activity to higher-cost 
frontier areas. For this reason, the Govermment proposes to 'tie in' 
the Revenue Plan with an Exploratory Drilling Incentive System designed 
to benefit those operators who actually undertake exploration for 
crude 011 in Alberta. Such a program can be justified because of 

the immediate impact it should have on drilling activity, with obvious 
benefits to Albertans resulting from: (a) increased discoveries, 

and (b) increased economic activity, including employment in the 
rural areas of Alberta. Although petroleum operaticms are not highly 


labour intensive, their exploratory and development expenditures create 


considerable indirect employment and need for services. Other possible 
forms of incentives - particularly changes in land tenure regulations - 


are also being proposed. 
Specifically, the proposed incentive system would provide : 


‘ae For each new crude oil discovery well drilled in Alberta, and 


an initial group of step cut wells, an exemption effective 
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May Ist, 1972 from royalty payments to the Crown and in 
addition, an exemption effective January lst, 1973 from 


the assessment on the right to crude oil. 


Bis Termination of the Exploratory Drilling Incentive System 
on December 3lst, 1977 (in other words, a discovery on 
January lst of 1975 would only be able to benefit fora 


3 year period). 


It is the position of the Govemment that in order to be effective, 


an incentive must be significant. 
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APPENDIX A 


Appendix A provides historical data regarding the Alberta petroleum industry 
including : trends in volumes and values of crude oil production; crude oil 
reserves to production ratio; exploratory and development drilling activity 
(expressed both in terms of number of wells drilled and total footage drilled); 
new field wildcat wells drilled in Canada; exploration expenditures; survey 
crew activity; and, petroleum and natural gas reserves accruing to the 


Government of Alberta, by source. 


Alberta Crude Oil Production (Table 1) 


Alberta crude oil and field condensate production =) 


was 356 million barrels 
in 1971, with a total value of just over me billim dollars. During the 
decade of the 1960's, annual production almost doubled and value of production 
increased about 2.3 times. Alberta currently accounts for about 75 percent 


of total Canadian crude oil production. 


Crude Oil Reserves to Production Ratio (Table 2) 


During the 1961-1971 period Alberta conventional reserves increased from 84 
percent to 88 percent of total Canadian proved crude oil reserves. The 
reserves to production ratio dropped from 22.3 in 1961 to 20.3 in 1971. 
Although not shown on Table 2, this ratio has dropped from a level of 33.2 

in 1966, reflecting the increased annual production and lower annual additions 


to reserves, of the last few years. 


1) Excluding synthetic crude oil and pentanes "plus' production. 
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Exploratory and Development Drilling (Tables 3 and 4) 


Total drilling activity in Canada, in temms of number of wells, has averaged 
just under 3150 for the past five years. Exploratory Grilling, in temns of 
number of wells, has dropped in the past two years, primarily due to decline 
in activity in Saskatchewan and Ontario. The number of exploratory wells 

drilled in Alberta has averaged about 975 wells per year over the past four 


years - a reasonably stable pattem. 


In terms of footage drilled, exploratory footage drilled in Alberta remained 
relatively constant in 1970 and 1971 after a drop from the high 1968 and 

1969 levels. The relatively minor, but increasingly significant exploratory 
drilling activity in 'frontier areas' such as the Northwest Territories, 
Yukon, Arctic and East Coast offshore, is evident from the data included in 


these tables. 


New Field Wildcat Wells Drilled in Canada (Table 5) 


By 1971, the number of new field wildcat wells drilled both in Alberta and in 
Canada as a whole dropped to about 60 percent of the 1969 levels. Between 

1964 and 1969, activity in Alberta and in Canada as a whole, had remained at 
relatively high levels - in the order of 450 - 500, and 900 - 1000 wells per 


year, respectively. 


In 1970 and 1971, drilling in the frontier areas, (NWI, Yukon, Arctic and 
East Coast offshore) accounted for 14 percent and 17 percant, respectively, 


of total new field wildcat wells drilled in Canada. 
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Exploratory Expenditures (Table 6) 


The relative importance of expenditures in Alberta to total Canada dropped 
significantly in recent years, from 67 percent in 1968 to 53 percent in 
1970. Over the same period, the relative importance of frontier area 
expenditures (including the areas designated in Table 5, plus Hudson Bay 
offshore and Westcoast offshore) increased from about 11 percent to 31 
percent. Presumably 1971 data, if available, would show a continuation 


of these recent trends. 


Survey Crew Activity (Table 7) 


A further indication of both the decline and shift in exploratory activity 
is indicated by seismic crew activity in Canada during the past decade. 
Seismic activity in Canada dropped by nearly 25 percent from the 1967 peak 


of 972 to the 1970 level of 724 crew months. 


Of even greater significance is the noticeable shift of activity away from 
Alberta during the past two years. Between 1961 and 1967, close to two- 
thirds of seismic activity, in terms of crew months, occurred in Alberta. 
In 1968 and 1969, Alberta accounted for just over 60 percent of the total. 
However, in 1970, more seismic activity occurred outside Alberta than in 


Alberta (48 percent of the total occurred in Alberta). 


Historically, other types of survey activity (geological, gravity, magnetometer 


and core drill) have been more significant in other areas of Canada. 
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Provincial Goverment Revenues (Table 8) 


During the past five years and particularly in the past two years, royalties 
have represented the most important single source of Alberta Government 
revenues from the petroleum industry. Crude oil royalties account for 
nearly 80 peroent of total petroleum and natural gas royalties received by 


the Alberta Government. 


Of major significance is the sudden drop in the importance of revenues from 
crown reserve sales. During the 1965 to 1969 period, these revenues averaged 
$100 million per year. However, in 1970 and 1971, crow reserve sale revenues 
Shae to about $25 million per year, or only about 10 percent of total 


petroleum industry revenues. 


In 1970, 30 companies accounted for 95 percent of total royalties on crude 
oil, 74 percent of total royalties on natural gas and products, and 90 
percent of combined total royalties on oil, gas and products paid to the 


Government of Alberta. 
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Table. 1: 


ALBERTA CONVENTIONAL CRUDE OIL PRODUCTION AND SALES 


Year 


1961 
1962 
1963 
1964 
1965 
1966 
iSG/ 
1968 
969 
1970 


EO ls 


Production 


TOG £010 


1971 


(Includes Field Condensate) 


Production 
(millions of barrels) 


TB SIURE 
Nfs. 
ier 
OPS 
184. 
2037 
aoe 
Hels 
209. 
B26. 


526. 


8 


8 


Value of Sales 
(millions of dollars) 


>i Oe 


418. 


A24 


450. 
472. 
522. 
588. 
644. 
feu 
844. 


1009. 


-Energy Resources Conservation Board 


Cumulative Annual Statistics, 1970 


-Fnergy Resources Conservation Board 


Summary of Monthly Statistics, 1971 


Value of Sales 


1G Le 0 


LO TL 


-Energy Resources Conservation Board 


"Colected Statistics on the Petroleum 
Industry in Alberta and Canada", August 1971 


Value of sales estimated. 
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Table 2 


CRUDE OIL RESERVES TO PRODUCTION RATIO 


Proved 
Crude Oil 
Reserves 


(Millions of barrels) 


Province wen Jey 

Alberta Sy p 300 «6 
Bratish Columbia 80.4 248.5 
Saskatchewan 504.3 630.6 
Manitoba ie 55.4 
NAW ST". 51.0 43.9 
Ontario qs Sh) 


Api JOe peo yoI2 69 


Crude Oil 
Production 
(Millions of barrels) 
1961 TOV a) 
157-8 B61 56 
0 2520 
ayo) 85.9 
As5 5.6 
OFS 120 
12 bee) 
220.9 480.2 


Reserves to 


Production 
Ratio 
196 1971 
Dore 2052 
80.4 2) 
0) ie 
sr) SS) 
102.0 43.9 
6.3 3.9 
1839 17.4 


a) Preliminary estimate. Canadian Petroleum Associatinn production figures 
differ slightly from Energy Resources Conservation Board data included 


in Appendix A - Table l. 


Source: Canadian Petroleum Association Statistical Yearbook. 
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Year 


1961 


1962 


1963 


1964 


1965 


1966 


1967 


1968 


1969 


1970 


Seismic 


394 


429 


389 


406 


328 


548 


628 


509 


554 


347 


Talole. 7 


SURVEY CREW MONTHS — ALBERTA AND OTHER CANADA 


Alberta 


Other Activity* 


aL 


43 


24 


20 


16 


13 


rae 


54 


13 


58 


Other Canada 


Seismic 


222 


201 


228 


221 


*Geological, Gravity, Magnetometer and Core Drill 


Other Activity 
oS) 
73 
46 
101 
104 
87 
is 
139 
155 


225 


Source: Canadian Petroleum Association Statistical Year Books 
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Year 


1961 


1962 


1963 


1964 


1965 


1966 


1967 


1968 


1969 


1970 
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Table 8 


PETROLEUM AND NATURAL GAS REVENUE BY SOURCE 


Crown Reserve Sales 


= 44,631,156 


Soya Sere we 
46,647, 386 
84,820,152 
da9 661,199 
2a WADA 
Of, 121,202 
937,291,198 
102,180,154 
P18 Pa eista ya eM 


PE Gas PAES sts te) 


Rentals 


$30, 860,904 
Dep AI ooo. 
S77 192,439 
AZ i215 
57,407,720 
53,220, 502 
5S, 007208 
5D, 230,430 
61,224,499 
BO, LO 87s 


68,844,005 


Ops 


Royalties 


35,431,544 
47,989,791 
5S, 3G 700. 
60 78537993 
6/797L,051 
15), 209), 009 
92,714,490 
107 321,536 
AONE ale rey as Re 
136,416,867 


167,721,048 


Total 


$110 ,923,60¢ 


1097, 0197 73. 
BO IaH TL 
188,445,22) 
245,040 ,57( 
229, 0005 20% 
233,943,04- 
249,948, 164 
276,623, 44¢ 
PAN SiO bea yene hey 


260, 486 ,93€ 


Source: Department of Mines and Minerals, Government of the Province of Alberta; 


Alberta Oil and Gas Picture, 1947 - 1971. 
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21 YEAR 
PETROLEUM AND NATURAL GAS LEASES 


Term 


Expires in No. of Leases Acreage 


Subject to maximum royalty m™ petroleum of cne-sixth 
but no maximum royalty on natural gas. 


1972 1,249 139 918 
1973 1,200 1,089,985 
1974 823 788,211 
1915 658 761,665 
1976 607 662 ,952 
LO ied, PeiG SMe We teye)e) 
1978 Lis 887,457 
197.2 970 1 201 oS 
1980 954 1,183,843 
1981. 876 969,788 
19.32 Lease) 29 af 0 
1983 617 139 pods 
1984 367 709,673 
1985 260 645 ,600 
1986 214 608,350 
1987 149 474,007 
1988 160 476,160 
1989 pe 444,954 
1990 84 2e2 994 
boa 3 10,240 

12,459 IS ene ould 


Not subject to any maximum royalty 


on petroleum or natural gas 176 42,792 


Number of leases and acreage 12,635 15,285,409 
as of December 31, 1971 Anata SA 
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10 YEAR 
PETROLEUM AND NATURAL GAS LEASES 
Temn 


Expires In No. of Leases Acreage 


Subject to maximum royalty on petroleum 
and natural gas of me-sixth. 


1972 557 182,815 
1973 985 609 ,525 
1974 1,246 907,560 
1975 1 OAL PypAlogo27. 
1976 ieee LI es Bie We) 
Lo 1,747 272/07 008 
19728 2,680 4,169,421 
Li ZW Oae ae ON Rest) 
1980 2,510 4,033,960 
1951 oe PIER) SU kes ey 

iy oeo) ae 23,523,845 


Not subject to any maximum royalty 


on petroleum or natural gas. 
i, o4 926,097 


Number of leases and acreage 19,643 24,449,942 
as of December 31, 1971 
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APPENDIX C 


STATEMENT BY PREMIER LOUGHEED RE MAXIMUM ROYALTY LIMITATTON 


ALBERTA LEGISLATURE - April 17, 1972 


We have been preparing for a number of weeks an important document that 
the Minister of Mines and Minerals would like to table today entitled 
“Review of Royalty Provisions Applicable to Leases of Petroleum and 


Natural Gas owned by the Crown, in Right of Alberta". 


Before tabling the document, I would like to make a statement of 


explanation. 


A very serious misunderstanding apparently is developing in many parts 
of Alberta regarding the important question of possible increases by 
the Alberta Government in royalty rates for oil and gas charged mm 


current producticn. 


It appears from various statements by organizations and the general 
public which have come to our attention in the last few weeks that 

there exists the belief that the Government is in a position to merely 
set by regulation a higher royalty rate for the majority of the producing 
wells in Alberta - and hence, cause substantial increased funds to flow 


into the general revenues of the Provincial Government. 


Unfortunately, this is not the situation. It would certainly simplify 


Matters if it were possible to do so. It is not 
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— 
Regretably, the former Social Credit government made - in our view - 
a very serious error in judgment many years ago in 1948 when it 
unnecessarily agreed to insert in petroleum and natural gas leases, a 
specific provision that the maximum royalty rate which would be 
payable by the producers under these leases would be limited on the 
petroleum to 16 2/3% of gross production. The former government 
went even further. They enacted in 1949 sections in the Mines and 
Minerals Act which gave statutory confirmation to the maximum royalty 
provisions in the lease. Even as late as 1962, when the royalties were 
last reviewed, the former government failed to recognize that it was 
unnecessary to continue with the maximum royalty provisions and that 


such a policy was not in the public interest. 


The former goverment clearly failed to give themselves any latitude on 
changing market conditions, which now exist in North America, and which 
have resulted in substantial increased levels of Alberta production and 
created a significant improvement in the profit margins of major Alberta 
producers. The current sellers' market conditions in all probability 
will continue during the next decade and in fact, both production and 


profits are likely to increase substantially. 


These royalty restrictions were, of course, known to us on September 10th, 
1971. We decided to enact, at our first Session in 1972, an amendment 
to the Mines and Minerals Act so that all future Crown leases issued by 
the new Alberta Govermment will not be subject to any maximum royalty 


restrictims. 
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The seriousness of this royalty restriction is that over 75% of Alberta's 
current crude oil production is now subject to and is limited by the 
maximum royalty rate of 16 2/3% under leases which contain the maximm 
limitation on royalties. Even by 1976 at least half of Alberta production 
of crude o11 will still be caught under these maximm royalty limitations. 
It will take as long as after 1980 before the situation can be reversed 
and the bulk of the production of crude oil be freed from maximum royalty 


restricticns. 


The serious consequences of this situation is that those groups or 
organizations preparing submissions to the Government on this issue 
should be aware that any proposed higher royalty rate schedule in excess 
of 16 2/3% would oly affect no more than a quarter of the existing 
production of crude oil in Alberta and hence, the extent of increased 
revenues to the province under such a proposal would be substantially 
less than if no maximum royalty restrictions had been established by 


the previous government. 


I well recognize the gravity of this situation, but due to the reports 
of proposed submissions which have come to our attention recently, we 
thought we should try to set the record straight and clarify the exact 
situation, even in advance of our Tentative Position Paper. This will 
give groups and organizations in Alberta an opportunity to re-assess the 
basic thrust of their proposals on this major issue and perhaps come up 


with some feasible altematives. 
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Appendix D 


Rese fVations’ 

A reservation may comprise an area not exceeding 100,000 
acres. In addition to the cash bmus that would be paid by the success- 
ful applicant, there is a reservation fee of $250 and a deposit of 
$2,500 for each 20,000 acres or part thereof to guarantee the performance 
of his plan of examination. Within ninety days from the date of the 
reservation, the holder must present his plan detailing the nature of the 
examination proposed, which may include reservations canprising, in 
aggregate, not in excess of 200,000 acres. If the plan of examinatim is 
satisfactory, cammencement of the work program must be underway within 
eight months of the granting of the reservation. 

The reservation may continue while the examinatimm is being 
conducted until the end of the third year. If the nature of the terrain 
or inaccessibility retards the performance of the plan of examinatimm, 
the reservation may be extended for not more than two years. Unless a 
well is then being drilled, the reservation terminates. If drilling is 
being conducted, the reservation may continue during the drilling period, 
but not for more than six additional periods of three months. 

The rental charge for a reservation is 10 cents an acre for 
each six months of the second, third and fourth years and 15 cents an 
acre for each six months in the fifth year. If further extended for 


drilling, the rentals are : 


1s Tiree wonths —~ 10°cents” an” acre 
2nd three moths - 15 cents an acre 
3rd three months - 20 cents @™ acre 
4th three months - 25 cents an acre 
Sth three months - 25 cents an’acre 
6th three mmths - 25 cents an acre 


Ped ic pee 


2 
$s ay ora? 


Where there is campliance with the plan of examination, the 
holder of the reservation may acquire under lease up to 50% of the lands 
in each township, the remainder to become a Crown reserve. The maximm 
area that may be included in a lease is nine sections in the form of a 
square, or eight sections if in the form of a rectangle. Ifa discovery 
is made while drilling a well, the holder of the reservation must make 


his lease selection around the well within three months of the discovery. 


Permits 

Anyone wishing an area in "Block A" posted for offers would 
make his request to the Department of Mines and Minerals. The maximum 
area that may be included is 36 sections or 23,040 acres. The rental 
charge is 50 cents an acre for each six mmths. 

If the drilling of a well is not commenced within two years 
from the date of the permit and drilling of the well cmtinued diligently 
and continuously with a view to the discovery of petroleum or natural gas, 
the permit automatically terminates and no acreage may be acquired under 
petroleum or natural gas lease. If a well is drilled, the permittee may 


acquire all or any portion of the lands in the pemmit under lease. 


Leases 

Originally all petroleum and natural gas leases were issued 
for a term of 21 years and renewable if the leasehold was capable of 
production, meaning that a productive well was located on the lease or 
the lease formed part of the spacing unit for a productive well. 

After the tenth year of a 2l-year lease, the Minister may 


send a notice requiring the commencement of drilling within one year. 


ey 


lo ay oe dtiw 


+o etcy 2 Semel pare ear) nek ost yet 
Ue 

nase > teot eit ph ad pea Oo aren; 
7 - 


° 
oa r - a 
. * 
ic? 3 
' 
oR. 
mre 
gz 
‘ 
f 
i 
' 
wie & ,* ; e Fars 
4 ; nm = 
“ :. oe 
A 4 - } 23 | S 
gf * . 7 +riu? <M 
c if , oo 
wilh) ‘ C8 ae td * ij 4, > eof ~~ one" & 
: T a r 
teey wor eictew pall cit » Is Sees 


‘ 7 
; ‘ ; : ' 
w of shee ao lype Gee 


inne: orkh Je 
ta wey rnd 
F i 


1 


- 
rool bag 


¥ atte Lass 4 2 


its . < 
A 


‘ cS > 


att tors Linen 


¢ - 


ff 
‘{ ef Bebaionl ed yor 7 


esy AB eins OZ: ate 

fixb ot 20 7 
o sxinb s 

a Pale 


fiw 4 ytecounsrag: & 


rr 


wa 
asd ylleoisemosus 26 


cereal any feuden tO «eeoe 
= - 
»’S modtycey ye ao Lis 


75 ahd fis 


ilenkeke 
P Py Psa Se 
toner Sem, arta Is % ¢ 


cen 6. ta pt 


a 


ij s 
— 


As some of the leases are relatively small in area, more than one 
lease may be grouped for the drilling of one well. Up to six sections 
may be included in a group fora well to be drilled to a depth not 
exceeding 3,000 feet, eight sections if the intended depth of the well 
is more than 3,000 feet but less than 6,000 feet and twelve sections 
may be grouped where the intended depth exceeds 6,000 feet. 

In 1962 the term of new leases was changed to 10 years 
excepting for leases granted out of reservations granted prior to June 
AIG. At the end of the tenth year, the lease can not be continued 
excepting with respect to a section of land for each well capable of 
producing petroleum or natural gas. 

The annual rental for a lease is $1.00 an acre. If a lease 
is granted out of a reservation or permit, the first year's rental may 
be satisfied from credit equivalent to 50% of the expenditures incurred 
in the work program on the reservation or permit. All other rental 
installments are payable in cash. If the rental is not paid within 
the 30 day grace period, the lease is in default and subject to 
cancellation. 

No additional exploratory drilling is required and at the 
end of a 21-year lease, it may be continued under a new 10-year lease 
as to oe section of land for each well capable of producing petroleum 


or natural gas. 


Crown Reserves 


Sales of petroleum and natural gas leases of Crown reserves 
are held on four occasions each year, usually in the months of January, 


April, July and October. Those wishing to have parcels included in a 
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lease sale make their request some six weeks prior to the month 

in which the sale will occur. Unless an offer for a parcel is 
rejected, the lease is granted to the person submitting the highest 
cash offer. 

Crown reserves may also be offered as drilling reservations 
requiring the successful tenderer to commence the drilling of a well 
within one year. The notice asking for offers for a drilling 
reservation specifies the formation to which the well must be drilled 
and the number of quarter sections which may be acquired under lease 
on completion of the well. The number of quarter sections, ranging 
from ten to sixteen, permitted under lease is dependent upon the 
depth of the formation to which the well must be drilled. 

The rental change is 25 cents an acre for each six months 
and unless oil production is obtained, additional wells may be drilled. 
If a discovery of oil is made while drilling a well, the holder of 
the drilling reservation must make his lease selection within three 


months of the discovery. 
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APPENDIX E 


CERTAIN FEDERAL GOVERNMENT POLICIES AFFECTING 
THE ALBERTA PETROLEUM INDUSTRY 


Tax Measures 


In late 1971 Canadian Tax Reform Bill C-259 was passed into law 


effective January Ist, 1972. Major items relating directly to 


the petroleum industry are summarized below. These comments are 


intended as an overview of the new federal taxation legislation 


and not as a precise summary of individual section of the new 


Federal Act. 


Item 


rators' Deptetion 
p 


New Law (C-259) 


Present system of depletion allowances of 

33 1/3% of production profits continues until 
end of 1976. Thereafter, depletion will have 
to be earned at the rate of $1 for every $3 


of eligible expenditures. 


Eligible expenditures include all Canadian 
exploration and development costs. In addition, 
for mining, capital assets (except townsite 
facilities) acquired after November 7, 1969 
related to a new mine or major expansion, new 
facility acquired after November 7, 1969 to 
process mineral ores to a stage beyond which 
they were previously processed in Canada will 


also be included. 
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Non-operators' 
depletion 


Shareholders' 
depletion 


Purchase of 


mineral rights 


Sale of mineral 
rights 


Depletion earned but unclaimed can be carried 
forward indefinitely in determining future 


depletion. 


After 1976, depletion for coal and gold to be 


the same as other minerals. 


Non-operators' depletion at the rate of 25% 

continues until the end of 1976. Thereafter 
such rentals and royalties will be treated as 
production income and be eligible for 33 1/3% 


depletion, subject to the eamed depletion rules. 


Repealed allowances that shareholders of certain 
mining and petroleum companies are allowed to 
exclude from income 10%, 15% or 20% of dividends 


received. 


Included with exploration and development expenses, 


but do not ear depletion. 


Proceeds taxable. For rights held at start of new 
system, 60% of proceeds taxable if sold in first 
year, 65% in second year, and So on until the 
ninth and subsequent years when full proceeds are 


taxable. 
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Exploration and 
Deve lopment 


Principal business 
taxpayers 


Non-principal 
business 


Foreign exploration 


No change. Can deduct Canadian exploration 
and development expenses in the year incurred 


or in any subsequent year. 


These taxpayers will be allowed to accumulate 

Canadian exploration and development expenses 

in a separate asset class and to deduct annually 

the greater of - 

- income from mining or petroleum, including 
royalties and proceeds from mineral properties, 
or 


—- 20% of the unclaimed balance. 


Foreign exploration and development expenses will 
be accumulated in a separate asset class and tax- 
payers will be able to deduct annually the greater 
Cie 

- foreign income from mining or petroleum, or 


- 10% of the unclaimed balance. 


On July 23, 1970 Premier Lougheed (in his position at that time as Leader 


of the Opposition) made a submission to the House of Commons Standing 


Committee on Finance, Trade & Econamic Affairs regarding the White Paper 


on Tax Reform, which preceded Bill C-259. 
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Premier Lougheed's statement suggested that : 


(a) Consideration should be given in the ultimate legislation 
to depletion allowances comparable with those proposed for 
the U.S. to assure continuation of the required investment 
by this industry in Canada. This would involve a gross, 


rather than net, depletion approach; 


(b) The proposals should recognize that it is important to 
Canada to create incentives for taxpayers whose principal 
business test is not in the petroleum industry, to invest 
in that industry. The particular restriction on deduction 
for exploration and development expenditures continues to 
place Canadians at an wmwarranted disadvantage with U.S. 
citizens, and works against the objective of increasing 


Canadian ownership of this industry; and 


Ce} The cost of acquiring crown mineral rights should be an 
eligible expenditure in a depletion allowance system. Such 
costs are a necessary part of exploration and development. 
Their specific exclusion will have a direct adverse affect 
on Alberta Government revenues and significantly affect the 
capacity of the Alberta Government to finance desirable 


social programs. 


The NEB Decision of November 1971 


Although natural gas per se is not a subject of this Position Paper, 


Federal Government actions affecting the gas producing industry 
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Will have direct effects on crude oil exploration and development in 


Alberta. 


Qn November 19, 1971, the Natimal Energy Board released a decision 
which concluded that Canada has a calculated current reserve deficiency 
of 1.1 Tcf. As a result, the Board dismissed the following export 


applications for Canadian gas : 


Requested Volumes 


Average Day Annual ‘Total 

Applicant ~(MMcf7ay (BE) ~ (Bcf) 

Alberta and Southern Gas Co. Ltd. 200 a0) 1,095.0 
Canadian-Montana Pipe Line Company 20 vers} 109;.5 
Consolidated Natural Gas Limited 240 a7 ay 1,460.0 
Total 460 ahey Bee 2,664.5 


The policy of the Government of Canada that Canadian current require- 
ments have priority over exports has not been questioned or challenged 
by the Government of Alberta. However, the NEB's method of determining 
Canadian requirements is unrealistic and results in significantly 
overstating what are "reasonable foreseeable requirements" as required 
ipeine National Energy. Board Act. ‘The supply deficit of 1.1 ck as 
calculated by the NEB is fictional. A realistic assessment would 
establish a surplus of at least 8 Tcf. Such a determination would be 
completely compatible with the policy of giving first priority to 


Canadian requirements. 


Not only is the NEB's estimate of current requirements unrealistically 


high, but it results in a serious regional problem. A breakdown of 
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the NEB estimates of Canadian requirements and supply by region reveals 
that eastem Canada (i.e. Saskatchewan, Manitoba, Ontario and Quebec) 
had a large supply deficit (9.7 Tcf) whereas Alberta had a large supply 
surplus (8 eoIcet) . This regional breakdown focuses attention on the 
basic inconsistency of the current system. On the me hand, the NEB 
estimates result in a deficit supply east of Alberta but on the other 
hand there is a surplus supply in Alberta. Moreover, this situation 
has prevailed throughout the sixties. It is apparent that eastem 
Canadian consumers have chosen not to take full advantage of the avail- 
able reserves in Alberta. Alberta thus suffers the double penalty 

of not being able to sell its gas in export markets because the estimated 
current Canadian requirements are unrealistically large and yet because 


of this, Canadian consumers have no incentive to contract for the gas. 


The recent NEB decision to deny export applications results in a large 
surplus gas supply in Alberta which will continue to exist for some time 


and has the following serious implications for this Province : 


(a) loss of substantial revenue to the gas industry and the 
Alberta Government of $25 million, and $4 million per year 


respectively, based on the export permits denied; 


(b) downward pressure on fair prices to be paid for Alberta's 
gas resources through creation of essentially a monopoly 


gas purchasing situation concerning gas exported from the 


Province. 
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(c) deterrent to exploration for natural gas and crude oil 


which has regional implications within Alberta; 


(d) reduced economic activity in Alberta; and 


(e) creating an artificial demand for Alberta gas elsewhere 
in Canada, which because of the formula applied in order 
to protect Canadian requirements, reduces or eliminates 


derived surplus available for export. 


Other National Energy Board decisions or actions could have serious 
implications. These include its decision o Phase II of the Trans- 
Canada Application relating to its rate decision for Canadian customers 
and invocation of Section 11A of the NEB Regulations relating to the 
border price of gas charged to export customers, but more importantly, 


how any increases would be distributed. 


Canada/Alberta Consultation 


The Canadian Government entered into a so-called 'Secret Agreement' 
with the United States Government dated September 25, 1967 that 
placed a number of restrictions on the level of Canadian oil exports 
to the U.S. for the period 1968 through 1971. The U.S. Government 
was concemed as to the effects of substantial growth in receipts of 
Canadian oil on U.S. domestic oil production. The restrictions in 
the 'Secret Agreement' became the 'quid pro quo’ to granting by the 
U. S. Government of a border crossing permit associated with the 


construction of a loop line through Chicago. 
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These restrictions effectively limited Alberta's total level of 
production during this period and the previous Alberta Government 


acknowledged that it had not been informed of the Agreement. 


Such unilateral action by the Federal Government, which may have a 
significant impact on the economy of a province, is wrong in 
principle. The Alberta Government feels strongly that it should not 
only be kept aware of agreements of this type, but should be a party 
to their formulation, as the people of Alberta are the owners of the 
resource which is being exported. In fact, Alberta is the entire 
source of servicing any additional demand and conversely receives 
the full brunt of any cutbacks, as it is the only province with 
surplus oil producing capacity. Also, the primary Alberta location 
of the Canadian oil industry makes the Alberta Government particularly 
knowledgeable and aware of oi] industry capabilities, the values of 
its oil and gas and problems which must of necessity be of prime 


consideration in any Federal actions affecting the oil industry. 


As a result of negotiations between the Province of Alberta and the 
Federal Government, Alberta will now have the opportunity for 
participation and input into the formulation of national energy 
policies as outlined by the exchange of letters shown in Appendix F. 
Participation by the Alberta Government will benefit Albertans and 


Canada as a whole. 
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MINISTER 
OF 
ENERGY MINES AND RESOURCES 


MINISTRE 
DE 
LENERGIE DES MINES ET DES RESSOURCES 


588 Booth Street 
Ottawa, Ontario 
KIA OE4 


25 February, 1972 
"RECEIVED 
MAR - 1 :972 


Prowviic 2 Oraece 
The Honourable Petér Lougheed 3 
Premier of Alberta NANA 
Legislative Buildings i OUQ001 
Edmonton, Alberta 


My dear Premier: 


I was delighted to be able to visit you and the 
Honourable Bill Dickie in your office in Edmonton on 
February 17th last, and to discuss with you the emerging 
issues in the field of oil and gas matters both at the 
national and provincial levels. 


You will appreciate that I have held this portfolio for 
less than a month and am still very much in the process of 
gathering together a clear understanding of the implications 
of these critical issues. I appreciated very much the 
perspective which you offered me from the point of view of 
Alberta's interests. 


It is of paramount importance, as we both noted, that 
the relationship of the Government of Canada to the Government 
of Alberta in energy policy matters, both in terms of overall 
Seraecegies and of the specific Issues’, *be-One “Ol co-operation 
and collaboration. A situation in which our respective 
Governments confronted one another would not serve the 
development of the Canadian economy, the utilization of 
energy effectively, both in Canada and for export, or your 
plans for the development of Alberta's own economic welfare. 


Clearly, our discussion demonstrated the need for 
continuous and effective communication on a large variety of 
critical issues. We touched on such matters as policies for 
the development of the Alberta Oil Sands; further exploration 
and development of Alberta's oil and gas potential and the 
impact of various costs and royalties on industry incentive; 
the price of oil and gas in the national and international 


pire 2 
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market place; the development of the Federal oil and gas 
resources; northern pipelining and its impact on Alberta; 
Sulphur, and many other key topics. The relationship between 
the Government of Canada and the Government of Alberta in 

all these items will require a sustained and effective 

effort at communication to develop a mutual understanding 

of our respective interests and responsibilities. 


Tt amspleased. to, confirms.ocur Joincewil) ingness cor 
effective consultation with respect to all matters relating 
to the marketing of Canadian oil in the United States, and 
with respect to national gas policies regarding utilization 
in Canada and with respect to export. In connection with 
current discussions between Canada and the U.S. on oil 
matters, I would reaffirm specifically our intention that 
the Government of Alberta be made aware of all essential 
points. 


I cannot at this particular time advise you of the 
policy of the Government of Canada with respect to your 
request for observer status at negotiations between Canada 
and the U.S. on access of Canadian oil to the U.S. market. 
I mentioned to you the critical jurisdictional relationship 
held by the Government of Canada in matters of trade and 
external relations, and the need to understand thoroughly 
the implications of your suggestion in the total context 
of Federal relations. I do, however, undertake to provide 
you with an answer at the earliest possible time. 


We discussed the studies which have been undertaken 
by my Department in association with other Departments and 
agencies of the Government of Canada leading toward a full 
review of national energy policy. In the spirit of co- 
operation which we both seek to achieve, I will assure you 
now of our intention to obtain your views on the impact 
upon Alberta of our proposed policies before any conclusion 
with respect to them is taken by the Government of Canada. 
We will, of course, also be seeking consultation with other 
Provincial Governments affected by energy policies, but we 
do recognize your special interest as an energy producer. 


May I also confirm my agreement to your suggestion 
that at all times an effective relationship be maintained 
at the Ministerial level. For this purpose, I know that I 
Can count on the presence of your Ministers, Honourable Don 
Getty, Minister of Federal and Inter-governmentai Affairs 
and Honourable Bill Dickie, Minister of Mines and Minerals, 


EAS: 
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in Ottawa from time to time. In return, I assure VOuUTOr omy 
intention to be in Alberta frequently in order to remain 
carefully aware of the views of yourself and your Government 
and of the affected industry. 


I will be very pleased to have your comments with 
respect to this outline of what I hope will be an effective 
relationship in the field of energy between our two 
Governments. 


Yours sincerely, 


ye emer ze LD Pr) aetenath 


Donald S. Macdonald 
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March 8, 1972 


The Honourable Donald S. Mecdonald, 
Minister of Energy, Mines and Resources, 
588 Booth Street, 

Ottawa, Ontario, KIA OE4, 


Dear Mr. Macdonald: 


Premier Lougheed has asked me to reply to your letter 
of February 25, 1972 regarding the various discussions which have 
jone on between our governments over the past faw months regarding 
enercy matters. 


I have discussed the contents of your letter with 
Premier Lougheed and with our Minister of Mines and Minerals, Mr. 
Bill Dickie, and we would like to express our pleasure with the spirit 
of cooperation whitch you have made clear, both in personal meetings 
with our government and in your letter. 


The letter of February 25, 1972 is an effective summary 
of many of the points raised concerning energy matters and {s a good 
axample of Federal-Provincial cooperation. We are still anxious, of 
course, to pursue with you, our reyuest for observer status at negotia- 
tions between Canada end the United States on the access of Canadian 
oil and gas to their markets. Ve understand the problems which you 
are encountering and we trust they can be favourably resolved. 


We believe considerable progress has been made in 
establishing effective channels of communication between our govern- 
ments and in recognizing the need for Alberta's views to be considered 
in the formulation of national energy policies. We are prepared to 
cooperate with you at all times tn these matters sc that the tnterests 
of Albertans and Canadians are adequately protected. 
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Mr. Macdonald -2- March 8, 1972 


Vv@ are anticipating a continuing, effective liason be- 
tween our governments on energy matters in the future. 


Sincerely, 


“ORIGINAL SIGNED” 
DON R. GETTY 


Donald R, Getty 
MINISTER 


sc: Honourable Peter Lougheed / 
Honourable Bill Dickie 
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